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HASKINS & SELLS

May

Disposing of Cashed Checks
H A T to do with checks that he has
Wcashed,
is a problem which confronts every custodian of a fund.
He may recash them at a bank. If part
of the fund is in bank, he may deposit them
in that account. If he has no bank account, he may turn them over to the
cashier and obtain currency receipts in exchange. Again, he may pass them to the
cashier, or the treasurer, receive credit
through the general cash, and subsequently
be reimbursed by a check drawn on the general bank account.
The practice of recashing checks at a
bank is frowned upon by auditors; but why?
Deferring the answer temporarily and
considering first the alternatives, two substitutes are found for the admittedly, although often unexplained, bad practice.

The custodian who has currency receipts
which must be deposited finds an easy
way out of having cashed checks for accommodation, by substituting such checks
for currency in making his deposit, thereby
restoring his fund to a currency basis.
This procedure seems simple, convenient,
and orderly enough except for one consideration; no trail remains of checks
cashed. Contrary to instructions that he
is not to cash checks, the custodian may
do so with little risk of detection, except
when his fund is verified by the auditors.
What is the objection to cashing checks?
Promiscuous accommodation of this character is sure to result in loss. The risk of
such loss is minimized when the cashing of
checks is limited to certain persons prescribed by those in authority.

Bulletin

HASKINS & SELLS

Cashed checks in the hands of a custodian with an imprest fund are disposed of
easily and satisfactorily, when the fund is
part in hand and part in bank, by depositing the checks in bank. It may be
argued that in so doing no trace is left
of their cashing, and that no trace is
needed, inasmuch as the custodian usually
is bonded and is responsible for the amount
of his fund regardless of its location.
The second point requires no argument
if, in fact, the custodian is held responsible for any losses which may result from
checks cashed in the exercise of his discretion. But if he is not permitted any
judgment in the matter and is under
definite instructions as to cashing checks
for certain persons and within certain
limits, his duplicate deposit slip should
show the names of persons for whom he
has cashed checks as well as the amounts
of such checks.
The procedure best suited to the handling of cashed checks, when an imprest or
petty cash fund is entirely in hand and
there are insufficient currency receipts as a
rule out of which to recash them, usually
finds little favor because it is not as easy
as recashing them at a bank. The fund
should be cleared and reimbursed by a general cash check charged to the fund; the
fund being credited through general cash
for the amount of the cashed checks deposited. Immediately, the objection is
raised that this makes too much bookkeeping. Perhaps this may be true, but
if the cashing of checks makes too much
bookkeeping, there is likely to be less cashing of checks. If checks are cashed, there
should be a record of them in the interest
of fixing responsibility and preventing
irregularities from occurring.
The ease with which cashed checks may
be recashed at a bank affords a strong
argument in favor of the practice at the
hands of those who would avoid as much
bookkeeping work as possible. But the
same argument may be used with much
more force against the practice. Recash-
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ing cashed checks at a bank is not in itself
an evil, particularly if the checks are
drawn to cash, or to bearer. The practice,
however, does lay a ground-work which
may permit of irregularities, such as the
cashing of checks drawn to the company's
order, and thereby make it impossible to
successfully hold a bank for negligence.
Day after day John Smith, an employe,
presents at the paying teller's window and
receives currency in exchange therefor
checks bearing the company's endorsement, some of which are drawn to cash,
some to the company's order, and some to
other companies or individuals, regularly
endorsed. The paying teller gets into the
habit of paying out currency to John
Smith on checks drawn in various ways,
but presumably all bearing the company's
stamped endorsement.
One day John Smith presents a check
drawn to the company's order and bearing
the company's endorsement. To the paying teller the check, and the manner of collecting it, appear entirely regular. But the
check has not been through the petty cash
fund, nor, in fact, through the company's
records.
In all probability any attempt to hold
the bank in case of embezzlement, or other
form of loss, under these circumstances
would fail. The bank undoubtedly would
set up, with all propriety, that the practice
of cashing checks for this employe of the
company had become established; that the
company had become a party to the practice; and was estopped thereby from
claiming negligence on the part of the bank.
Frowning on the practice of recashing
checks at a bank is not so much a matter
of facilitating auditing as of protecting
clients against the development of a situation which may facilitate embezzlement.

